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LEMON GROVE SANITATION DISTRICT 
AGENDA ITEM SUMMARY 

Item No. __2 ___ __ 
Mtg. Date __November 15, 2016__ 
Dept. __Public Works__ 

Item Title: Wastewater Rate Case Study and Request for District Board Direction to Notice 
Public Hearings for Sanitation District Board Meetings 

Staff Contact: Mike James, Assistant City Manager / Public Works Director 

Recommendation: 

Accept the wastewater rate case study (Attachment A) and proceed with public notification in 
accordance with Proposition 218.   

Item Summary: 

On May 3, 2015, the Sanitation District Board (Board) elected to maintain the wastewater rates 
through Fiscal Year 2016-2017.  This decision was based on information that staff presented to 
the Board that accounted for all District and City of San Diego capital improvement projects that 
were anticipated during the next one year period.  In addition, staff projected the District and City 
of San Diego capital expenditures for the next four years based on existing CIP program 
allocations provided by City of San Diego staff.  However, in October 2016, the City of San Diego’s 
City Council approved two engineering design contracts that support an accelerated San Diego 
Pure Water Program (Pure Water) schedule that will increase capital improvement project 
expenditures in the next four years.  These new costs will result in an anticipated increase of 
$3,728,012 increase to the District during the next four years.  As such, an updated wastewater 
rate analysis was performed to account for the Pure Water program costs.   

The staff report (Attachment A) details the background of District events related to the Sanitation 
District, recent decisions made by the City of San Diego and the impacts to the District, and lastly, 
staff’s recommendation moving forward.   

Fiscal Impact: 

If approved, Amendment No. 2 to the agreement with NBS Consultants will add $18,000.00 to the 
existing contractual total of $25,630.27.  The new agreement total will not exceed $43,630.27.   

Environmental Review: 

 Not subject to review  Negative Declaration 

 Categorical Exemption, Section        Mitigated Negative Declaration 

Public Information: 

 None  Newsletter article  Notice to property owners within 300 ft. 

 Notice published in local newspaper  Neighborhood meeting 

Attachments:

A. Staff Report 

B. Wastewater Rate Case Study 

C. Draft Notice of Public Hearing 
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LEMON GROVE SANITATION DISTRICT 
STAFF REPORT

Item No.    2 ____  

Mtg. Date    November 15, 2016  

Item Title: Wastewater Rate Case Study and Request for District Board Direction to 
Notice Public Hearings for Future Sanitation District Board Meetings 

Staff Contact: Mike James, Assistant City Manager / Public Works Director 

Background: 

On May 3, 2015, the Sanitation District Board (Board) adopted a resolution maintaining the 
equivalent dwelling unit rate at $553.17 through Fiscal Year 2016-2017 (FY 2016-17).  That 
decision was based on cost estimates provided by the City of San Diego which included an 
estimated 20-year timeline to design and construct a San Diego Pure Water Program (Pure 
Water) program that would yield at least 83 million gallons of potable water by December 31, 
2035.   

However, in October 2016, the City of San Diego’s City Council approved an accelerated Pure 
Water design and construction schedule that increased capital expenditures impacting the current 
four year wastewater rate study that is being finalized by NBS Government Finance Group (NBS).  
Table 1 highlights the difference between what District staff was provided by the City of San Diego 
staff to budget and what was recently provided to the District, in September 2016.   

Table 1:  Pure Water Cost Estimate for All Metro Commission/JPA Participating Agencies (PA) 

 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 Total 

Budgeted $70,000,000 $75,000,000 $77,300,000 $80,000,000 $302,300,000 

New Estimate $77,980,977 $86,957,811 $127,936,608 $112,980,490 $405,855,886 

Difference ($7,980,977) ($11,957,811) ($50,636,608) ($32,980,490) ($103,555,886) 

Lemon Grove’s 
Share 

($287,315) ($430,481) ($1,822,918) ($1,187,298) ($3,728,012) 

These unanticipated costs shown above are the portion allocated to the participating agencies in 
Metro Wastewater Commission/Joint Powers Authority.  The District makes up approximately 
3.6% of the participating agencies portion of 33.5%.  While these costs provided in September 
were for preliminary planning purposes only, in October 2016, the City of San Diego’s City Council 
approved two engineering design contracts that support an accelerated Pure Water schedule that 
will advance expenditures into the next four years.  These unanticipated costs equal $3,728,012 
and staff recommends that the costs are accounted for in the District’s wastewater rate study.   

Discussion: 

On August 16, 2016, the Board directed staff to continue to work with NBS to complete the five 
year wastewater rate study (through FY 2020-21) to include a connection fee analysis.  The 
wastewater rate study is complete (Attachment B).  Staff will continue to work with NBS to 
prepare and finalize the connection fee analysis and will be available for final review later this 
fiscal year.   

When the Board approved the wastewater rates for FY 2015-16 a chief benefit of approving only 
one year at that time was the ability to adjust rates, if needed, during the remaining four year 
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period.  At that time, the Board expressed a concern that the Pure Water program costs were 
unknown and the City of San Diego still did not receive approval of its modified permit application.  
While the modified permit application still has not been approved, the updated Pure Water 
program costs were provided to District staff.  In turn, those expenditures were provided to NBS 
to include in the study.  In looking at the study, the following key areas are important to highlight:   

 Rate Increase - The Pure Water program costs accelerated the anticipated rate increase.  
An increase is now recommended to take effect in FY 2017-18 rather than FY 2018-19.   
 

Table 2:  Change in Recommended Rate Structure 

 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 

Prior 4 Year Estimate 0% ($553.17) 3% ($569.77) 3% ($586.86) 3% ($604.46) 

Revised 4 Year Estimate 3% ($569.77) 3% ($586.86) 3% ($604.46) 3% ($622.60) 

 Operation and Maintenance Costs – Costs that are not affiliated with the City of San Diego 
transportation or treatment are not anticipated to increase beyond standard cost of living 
increases.   

 New Reserve Target Amount and New Reserve Fund – The study recommends two 
changes.  First, that the operating reserve requirement established by the Board is 
increased from 40% to 55%.  The increase is recommended because the District 
experiences high peaks and valleys in its cash position throughout the year due to semi-
annual revenue collection.  Second, creating a capital rehabilitation and replacement 
reserve.  This will serve as a starting point for addressing long-term capital system 
replacement needs by saving 3 percent of the net depreciable capital assets to assist in a 
33-year replacement cycle for capital assets.   

 Connection Fee Fund – Establish a separate fund to maintain connection fee revenue 
pursuant to California Government Code §66013(6)(C).  As a reminder, the connection 
fee analysis is currently being performed by NBS and will be presented later this fiscal 
year.  Those fees will be deposited into this separate fund.   

 Reserves Balance – Due to limited number of capital improvement projects completed by 
the District the reserve balance is greater than the two established safeguards in place.  
The reserve fund is proposed to be utilized to minimize the amount and duration of rate 
increases to the District.  Beginning in FY 2016-17 the reserve balance is estimated at 
$16,507,541.  At the conclusion of FY 2020-21 the reserve balance will decrease to 
$9,455,605.  The discussion of new reserve funds does not restrict the use of reserve 
funds.  The Board still has the ability move funds between reserve accounts, if needed.   

 Pay As You Go – With the current cash balance in the District’s reserve fund there is not 
a need to seek any financing to support future District capital improvement program 
projects.  By paying cash for project the District avoids any interest costs and/or fees 
associated with funding mechanisms that could be utilized for capital projects.   

A critical expenditure that still remains outstanding from the current rate study is the requirement 
that secondary treatment construction costs may still be required in the future, even if the modified 
permit is approved for the next five year period.  While those costs will fall outside of the next four 
year rate study, the total impact to the District may be significant.  The last cost estimate provided 
by the City of San Diego for secondary treatment totaled approximately $3.6 billion.  The PA’s 
portion equals 33.5% (or $1.2 billion) of which the District would be responsible for funding 1.2% 
(or $43.4 million).   
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Staff will continue to work with the other participating agencies to reduce the costs for future 
secondary treatment by searching for better ways to integrate the Pure Water Program into the 
existing wastewater program.  But if the District and PA’s are unsuccessful, and the City of San 
Diego continues to act unilaterally, the future cost of $3.6 billion for secondary treatment could 
become a reality.   

Timeline Moving Forward 

If the Board accepts the study as presented, staff recommends that the Board authorize staff to 
follow the timeline, shown below, to comply with Proposition 218 requirements.  In order to adopt 
the recommended rate structure the Board must first hold two public hearings that are noticed at 
least 45 days prior to the public hearing (Attachment D).  Following the hearings, the Board may 
proceed to adopt the recommended rates for implementation with the FY 2017-18 tax rolls.   

 November 15, 2016 Board Meeting – Wastewater rate study presentation 

 March 4, 2017   No later than date to provide notices to all District members 

 April 18, 2017   Board Meeting – Public hearing to introduce ordinance 

 May 2, 2017   Board Meeting – Second reading and adoption of ordinance 

 July 1, 2017   No sooner than July 1st the new rates will take effect 

As in years past, staff will continuously monitor the cost assumptions provided by the City of San 
Diego in addition to District expenditures.  Should any assumption or District expenditures 
significantly increase or decrease, staff will return to the Board to re-evaluate the recommended 
rate structure.   

As noted in the timeline above, it is recommended that the Board implement a rate increase one 
year before it would have been necessary.  As such, staff requests that the Board approve an 
amendment with NBS to provide all noticing requirements to satisfy Proposition 218 as it relates 
to the proposed wastewater rate increases.  At the time this report was finalized the proposal was 
not available for print, however staff confirmed with NBS that the anticipated work will not exceed 
$18,000.00.  The amendment, which will be Amendment No. 2 to the current agreement, will 
increase the total agreement cost by $18,000.00.  The new total contract amount payable to NBS 
will not exceed $43,630.27.  Table 3 highlights the costs and scope of work changes to the 
agreement with NBS.   

Table 3:  NBS Government Finance Group Agreement Summary 

 Cost Change Agreement Cost Scope of Work 

Original Agreement $0.00 $43,235.00 Calculate minimum EDU based on all 
anticipated expenditures for five years 

Amendment No. 1 ($17,604.73) $25,630.27 Include connection fee analysis and 
remove the additional analysis.   

Amendment No. 2 

(Proposed)  

$18,000.00 $43,630.27 Include tasks associated with Prop. 218 
noticing and meeting attendance.   

Staff recommends that the duration of the NBS agreement is extended from January 5, 2017 
through June 30, 2017.  This additional time will allow NBS and District staff to finalize the 
connection fees analysis as well as satisfy the noticing requirements that will also include two 
public hearings that NBS staff will present. 
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Conclusion: 

Staff recommends that the District Board accepts the wastewater rate case study (Attachment 
B) and approves Amendment No. 2 to the existing agreement with NBS Consultants to notice 
(Attachment D) and manage the public hearings for the future Sanitation District Board Public 
Hearings.   
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